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KEY ECONOMIC INDICATORS 


All values in million US$ Exchange rates as of March 6, 1975 
unless otherwise stated US$1.00 - Cr$7.59 


1/ % change 1/ 
Income Production 1972 1974 1974/73 


GNP at current prices, Cr$ billion 355.8 684.7 +44.7 
GNP at constant 1953 prices,Cr$ million 1,678.0 2,276.1 +10,.2 
Per capita GNP at current prices, Cr$ 3,594.0 6,509.1 +40,3 
Fixed investment as % of GNP 20.0 24.0 == 
Industrial Production (% increase) 13.8 11.0 = 


Money and Prices 


Money supply Cr$ billion (Dec.) 121.3 
Central Bank liquidity rediscount rates 18% 
Interest rates 19-36% 
External debt 17,300 
Rio Consumer price increase (% change) 34.5 
General price increase (domestic supply, 

% change) 34.5 


Balance of Payments and Trade 


Foreign exchange reserves 4,183 
Balance of Trade (FOB/FOB) -241 
Exports, FOB 3,991 

U.S. share, FOB 931 (23,3%) (18.1%) 
Imports, FOB 4,232 

U.S. share, FOB 1,339 (27.8%) (27.8%) 
Imports, CIF 4,783 


1973 Main imports (CIF) from U.S. ($ millions) 


Wheat 231.5 TV/Radio receivers 
Organic, chemicals 121.8 Laminated iron/steel plates 
Aircraft,helicopters and parts 102.8 Coal 


Fertilizers 94.5 Copper, refined 


Tractors 69.8 Switchboard equipment 


1/ Projected. 





SUMMARY 


Brazil's economy maintained its high rate of growth in 1974, 
achieving a GNP increase of 10.2 percent over 1973. Balance of 
payments restraints are expected to slow this rate to a 5 to 7 
percent range in 1975. Both industrial and agricultural growth 
rates are expected to decline from the 11 and 8.7 percent, 
respectively, registered last year. The inflation rate, measured 
by the General Price Index for Guanabara, accelerated to 34.5 
percent on a December-to-December basis last year. The inflation 
rate is expected to diminish considerably in 1975. The overheated 
economy last year pushed imports to unprecedented levels, causing 
a trade deficit of some $4.6 billion. The Government does not 
consider deficits of this magnitude sustainable. It,therefore, has 
instituted measures to restrict imports in the hope of obtaining 

a more manageable deficit in 1975. The Government's ability to 
improve the trade balance without severely cutting imports and 
affecting economic growth will also depend importantly on Brazil's 
export performance this year, particularly in the three major 
agricultural commodities - sugar, coffee and soybeans. 


Brazilian imports from the U.S. reached nearly US$3.1 billion (FOB) 
in 1974, enabling most U.S. exporters to maintain or improve their 
competitive position relative to Brazil's other major trading 
partners. The outlook for U.S. exports in 1975 remains promising 
even though the country's anticipated lower growth rate and the 
recently imposed import restrictions may cut the rise in imports. 
However, the government's import substitution policies and the 
numerous large investment projects underway imply a continued need 
for capital goods imports and for foreign direct investment. 


CURRENT ECONOMIC SITUATION AND TRENDS 
Overall Performance 


Despite a darkening of the world economic picture, Brazil's economy 
maintained its high rate of growth in 1974. GNP reached an estimated 
US$85 billion, increasing in real terms 10.2 percent over 1973. Per 
capita income grew by only 7 percent, to US$820, because of Brazil's 
continued high rate of population growth. While last year's economic 
expansion was slightly below the 11.3 percent gain registered in 
1973, it was far above levels in most other countries. The outlook 
for 1975 remains optimistic. Government officials, though express- 
ing hope that the economy would sustain the growth rate of recent 
years, have indicated that a 5 to 7 percent growth would be acceptable 
given the need to restrain import demand the rate of inflation. 





Industry 


The value added by Brazil's industrial sector increased 
by an estimated 10.3 percent in real terms in 1974, down 
sharply from the 15 percent expansion registered in 
1973. The performance of individual sectors varied. 
Growth was particularly high in electrical equipment and 
appliances (up 20 percent), motor vehicles (863,000 
units, up 18.6 percent), and synthetic rubber (up 24 
percent). However, production in the steel sector 

(7.5 million tons of ingots) was held back by capacity 
limitations and, more importantly, a shortage of coking 
coal which has not been overcome. Industrial output, 
expected to continue declining, may grow by only 9 
percent in 1975. Manufacturing will be most affected. 
With plants generally operating at capacity, additional 
output must be obtained largely through new investment. 
In many instances, this expansion will require foreign 
capital, a scarce item in today's tight international 
financial market. Textiles are in a recession as a 
result of limited domestic demand growth and increasing 
import restrictions in overseas markets. 


Agriculture 


The agricultural sector performed exceptionally well 

in 1974. Its output expanded 8.7 percent, or more than 
double the 4.3 percent gain in 1973. Principal contrib- 
utors to this gain were coffee, soybeans, and wheat. 

Other major crops, including cocoa, sugar and corn, had 
smaller gains while the output of two other crops, cotton 
and peanuts, declined. The cattle industry, which 
registered little or no gain over 1973, was the most 
notable weak spot. The outlook for the 1975 crop is good. 
Weather conditions continue to be favorable and large 
harvests are expected. The soybean crop, which 
approximated 7.5 million tons in 1974, may exceed 9 
million tons this year. Sugar, which became the most 
valuable export crop last year, should also continue 

to do well. The value of sugar exports may reach 

US$2 billion or more. On the other hand, the outlook 

for coffee is disappointing because of declining prices. 
There are indications that the government may buy up to 

3 or 4 million bags out of an expected crop of 20 million 
bags. Official sources predict that coffee export earnings 
will remain at the one billion dollar level. Additionally, 
the government has announced that extensive, low-interest 
credit will be available for agriculture. Nevertheless, 
agriculture may not equal the growth rate of last year. 





Inflation 


The annual inflation rate on a December-to-December basis 
reached 34.5 percent as measured by the General Price 
Index for Guanabara state. This steep rise, the highest 
in the past nine years, can be attributed largely to the 
impact of international inflation, an over-heated domestic 
economy, and the 47 percent increase in money supply in 
1973. Price increases averaged more than 3 percent per 
month during the first half of 1974 and then dropped to a 
monthly average of slightly less than 2 percent during the 
second semester. This slowdown can be attributed to the 
GOB's anti-inflationary measures, including the generation 
of a budget surplus, a tight monetary policy, and restric- 
tions on consumer credit. The GOB expanded the money supply 
by 34 percent in 1974, but half of this increase occurred 
in November and December. The credit squeeze in mid-year 
gave rise to numerous complaints about declining retail 
sales and industrial cash flow problems. 


The inflation rate may diminish in 1975 to a range of 

25 percent. Monetary authorities have stated that the 
federal budget will be balanced and that a tight monetary 
policy will be pursued. The money supply will be expanded 
by 30 percent in order to monetize the expected increase 
in GNP and to offset the rise in domestic prices. The 
new Council of Economic Development has placed a 20 
percent ceiling on price rises by public sector enter- 
prises in an effort to modify price increases. Government 
spokesmen have promised to spread the growth of the money 
supply evenly throughout the year to avoid the credit 
crunch which took place last year. Early in the year, 
however, complaints about excessively restrictive credit 
apparently obliged the government to augment liquidity by 
releasing part of the commercial banks' required reserves 
and by opening new lines of credit. 


The need to strengthen the internal market, which began 
to show signs of a slowdown in late 1974, may force the 
government to take more expansionary measures. The 
government has already authorized a 43 percent wage 
increase (less the 10 percent emergency wage increase 
authorized in December) for workers whose contracts were 
renewed in January. As more contracts are renewed, the 
effects of such large wage raises may spur a revival of 
the demand-pull inflation experienced early last year. 
Off-setting factors are the slowdown in inflation abroad 
and the recent decline in world commodity prices. 





Devaluation 


The cruzeiro underwent a cumulative devaluation of 19.7 
percent during 1974 as the government sought to maintain 
Brazil's export competitiveness. There have been two 
mini-devaluations to date in 1975, amounting to a total of 
2.5 percent. Taking into account the expected difference 
in the rate of inflation in Brazil and its principal 
trading partners, the cruzeiro devaluation may approximate 
15 percent in 1975. 


Balance of Payments 


Brazil's trade account swung from relative balance in 

1973 to a US$4.6 billion deficit last year. Imports in 
1974 totalled slightly more than US$12.5 billion (FOB), an 
increase of 116 percent over 1973. Exports grew 28 percent 
and reached a total of US$7.9 billion (FOB). The increased 
cost of petroleum imports, which rose from US$1 billion in 
1973 to nearly US$3 billion in 1974, contributed heavily to 
the deficit. The remaining increases in imports can be 
attributed largely to substantial rises in the costs of 
wheat, coal, metals, chemtlicals and fertilizers, as well 

as to volume increases in imports of capital goods and 
intermediate products. Steel imports amounted to almost 
US$1.6 billion while non-ferrous metal imports amounted to 
US$598 million, both nearly double the 1973 figures. 


Added to the trade deficit was a service account deficit 

of approximately US$2.4 billion, for a total current 

account deficit of about USS$7.0 billion. This shortfall 

was made up by net foreign credits and investments totalling 
USS6 billion and by drawing down Brazil's foreign exchange 
reserves from US$6.4 billion to US$5.2 billion. To 
stimulate capital inflows, Brazilian authorities reduced 
the minimum duration of foreign loans from 10 to 5 years 
and reduced temporarily the income tax rate from 25 percent 


to 5 percent on service charge remittances for foreign 
loans. 


Balance of Payments of Concern 


The balance of payments is now a major concern to Brazilian 
economic policy makers. Import restrictions instituted last 
year remain in force and new ones will likely be added. 

Those already imposed include a 100 percentage point increase 
in tariff ra.es on a large number of consumer products, 

the revocation of duty exemptions for certain capital 

goods imports, and the constraints placed on imports by 
government agencies and government-controlled corporations. 
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Finance Minister Simonsen has stated that trade deficits 

of the magnitude experienced last year would not be 
sustainable and that the growth in Brazil's foreign debt 
must be controlled in order to maintain the nation's 
credit-worthiness. Brazil's foreign debt has quadrupled 
since 1969 and has reached US$17.3 billion, more than 20 
percent of Brazil's GNP. The net debt (i.e., gross debt 
minus reserves) has increased from US$6.5 billion in 1973 

to US$12.1 billion in 1974. According to Minister Simonsen, 
the gross foreign debt in 1975 will notbe allowed to exceed 
US$20 billion and net foreign debt will not surpass 

US$16 billion. To meet this goal, the government intends 

to hold the trade deficit to US$2 billion and the total 
current account deficit to US$5 billion. Exports are exp- 
ected to rise due to large increases in agricultural 
production and to greater manufactured goods exports. The 
export incentive program for manufactured goods will be 
maintained. The performance of the three major agricultural 
export crops will largely determine the success of the 
government's efforts to hold the trade deficit to the 

US$2 billion level. In view of recent declines in commodity 
prices, however, the attainability of this target is becoming 
increasingly problematical. Imports are expected to 
decrease as a result of the restrictive measures instituted 
by the government and because of the availability of 
excessive stockpiles that were accumulated last year. 

The deficit will hopefully be financed by US$1 billion in 
foreign direct investment and by financial inflows. 


Given the state of international money markets, attracting 
the expected amounts of foreign capital may be difficult. 
Brazil's ability to borrow on the Euro-dollar market will 
be critical and there seems to be considerable uncertainty 
as to whether Brazil can repeat last year's performance. 
However, Brazil still appears to enjoy a favorable 
reputation in the international financial community, 
especially when compared with most other debtor states. 
The recent offshore petroleum discoveries at Campos, by 
reducing concern over Brazil's ability to balance its 
external accounts over the long term, has further 
strengthened the nation's credit rating. While it is still 
too early to estimate fully the size of these petroleum 
discoveries, they are expected to permit substantial 
increases in domestic petroleum production by 1979. 





din 
IMPLICATIONS FOR THE UNITED STATES 


U.S. exports to Brazil reached nearly US$3.1 billion (FOB) 
in 1974, a 61 percent increase over 1973. The U.S. supplied 
approximately one third of Brazil's non-oil imports. 
Brazilian exports to the U.S. also grew substantially and 
are estimated to have reached US$1.7 billion, up 43 percent 
over 1973. Indications are that most U.S. exporters 

either maintained or improved their competitive position 
relative to the EEC and Japan, Brazil's other major trading 
partners. The outlook for U. S. exports to Brazil in 

1975 remains promising, although the slowdown in Brazil's 
economic growth and the recent import restrictions will 
undoubtedly cut the growth rate of imports. 


The Economic Development Council, Brazil's highest economic 
policy-making body, has stated that priority will be given 
to import substitution. In the realm of substitutions, 

the priority sectors are steel, non-ferrous metals, petro- 
chemicals, fertilizers and capital goods. The government 
recognizes that import substitution may initially require 
more rather than less imports. What is called import 
substitution at this stage of Brazil's economic development 
may, therefore, be more properly described as changes in 
import composition. The government has promoted a subst- 
antial reduction of consumer goods imports and will 
undoubtedly keep a tight rein on such imports. 


Industrial machinery and transport equipment account for 

55 to 60 percent of U.S. exports to Brazil. Given the 
government's desire to promote the capital goods industry 
and considering the large projects under way in the energy, 
steel, railroads, shipbuilding, port developments, iron ore 
and other fields, the need for American products embodying 
high technology and durability remains greater than ever. 
To meet the competition, suitable export financing will 
become as important as price considerations. Additionally, 
American firms may also enhance their competitive position 
by establishing complementary lines of production and 


assembly in priority areas designated by the Brazilian 
government. 


The Second National Development Plan projects total 
investments during the period 1975/79 at US$250 billion, 
the largest portions of which are allotted for economic 
infrastructure, transportation and heavy industries. 
While most of this investment will come from domestic 
sources, foreign sources are expected to furnish a 
substantial amount. Consequently, numerous opportunities 
are available for U.S. firms wishing to invest in Brazil. 
However, new investments benefiting from fiscal 
concessions will be examined carefully to insure they 
will contribute to future exports. 
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